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Brief Description:  Allowing banks and savings banks to organize as limited liability companies.

Sponsors:  Senators Fairley and Benton.

Senate Committee on Financial Institutions, Housing & Consumer Protection
House Committee on Financial Institutions & Insurance

Background: Limited Liability Corporations (LLCs) provide flexibility in corporate
formation and tax treatment, encouraging investment.  Washington State currently allows
many types of businesses to form as LLCs, or convert to LLCs.

Generally, banks and insurers have not been permitted to become LLCs under state law.  It is
expected that the Internal Revenue Service (IRS) will soon change its rules, permitting the
LLC-style tax treatment of banks.  This is expected to enhance capital formation for new
banks, and provide a healthy business investment climate for Washington State chartered
financial institutions.

Banks intending to become LLCs need to conform to standards set by the Federal Deposit
Insurance Corporation (FDIC), in order to meet minimum safety and soundness standards and
qualify for insurability of deposits.  Regulatory oversight and strict criteria for the formation
or conversion of banks and savings banks into LLCs is necessary to meet federal standards.

Summary:  Banks and bank holding companies regulated under Title 30 RCW,  and savings
banks regulated under Title 32 RCW may form as or convert to Limited Liability
Corporations, by obtaining approval of the Director of the Washington State Department of
Financial Institutions (DFI).  Approval is based upon meeting various criteria important to the
safety and soundness of the bank or savings bank, and conforming to FDIC Regulations,
including a prohibition against automatic termination, dissolution, or suspension.

Votes on Final Passage:

Senate 45 0
House 97 0

Effective:  June 7, 2006
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